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. Union Carbide

. Filter Plant

. Standard Corporation
. Utaka-Manufacturing

. Target Warehouse Distribution
. Campground / RV Park
. Historical Church

. Days Inn

. Convenience Store

. Ramada Motel

. Pilot Truck Stop

. Hardee's

. Textile Co.

Target Site
{See Plot) *

14,
15.
16.
17.
18.
19,
20.
21.
22.
23.
24.
25.
26.

Cogsdill Tool Co.
Crane Co.

Carolina Awning Co.
Mancor

Dana Corporation
Bulldog Trucking
Textile Sewing Co.
Standard Warshouse
Concrete Co.
Standard Warehouse
Standard Warehouse

Rabon Const. & Concrete Co.

Redford Ford

——

Target Site B
e 37,500 Cars per da&

s High Visibility from |-2
o Fiber Optic Cable

o Natural Gas

o Water and Sevier

o 17 Miles from I-77
o User Friendly Neig
o Commercial Zohing

27. Shoney’s Restaurant
28. McDonald's
29. Convenience Store

83 1

30. Walmart Shopping Center

31. Kmart Shopping Center
32. Dupont Manufacturing
33. Lowe's, Inc.

34. Toyota Dealer

35. Chevrolet Dealer

36. Chryster Dealer

PLEASE NOTE:

Locations are subject to change

See LWL Camdenheudd coder . com
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INRE:~

Application of Palmetto Wastewater
Reclamation, LLC d/b/a Alpine
" Utilities for adjustment
* of rates and charges for, and modification
to certain terms and conditions related to
the provision of sewer service.

\\

T

BEFORE

AR g
W7 GLT 2

THE PUBLIC SERVICE COMMISSION OF,.

SOUTH CAROLINA

" DOCKET NO. 2012-94-S

DIRECT TESTIMONY
: OF
DONALD J. CLAYTON

(A WA WA A T ) W R T

Q.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Donald J. Clayton. My principal place of business is 301

Oxford Valley Road, Suite 1604, Yardley, Pennsylvania, 19067.

WHERE ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am Vice President of Management Consulting at Tangibl, LLC.

HOW LONG HAVE YOU BEEN EMPLOYED AT TANGIBL; LLC?

I have been employed at Tangibl, LLC since April 2007.

PLEASE DESCRIBE TANGIBL, LLC.
Téngibl, LLC is a professional services firm. serving water, wastewater,

waste services and energy utilities.
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WHAT IS YOUR EDUCATIONAL BACKGROUND?
I have Bachelor of Science in Civil Engineering and Masters of Business

Administration degrees from Rensselaer Polytéclmic Institute.

PLEASE DESCRIBE YOUR WORK EXPERIENCE.

Throughout my career I have served public utilities in consulting and
executive capacities. Recent assignments include preparation of rate cases, cost
of service and rate design studies for gas and water utili;cies and depreciation

studies for electric, gas, water, wastewater, thermal and railroad companies. My

" work experience is further detailed in my resume which is attached hereto as

Exhibit DIC-1.

- DO YOU HOLD ANY PROFESSIONAL CERTIFICATIONS?

Yes. I am a Registered Professional Engineer in Pennsylvania. I am also,

a Chartered Financial Analyst and a Certified Depreciation Professional.

HAVE YOU HAD FORMAL TRAINING RELATING TO UTILITY
ACCOUNTING AND RATEMAKING?

Yes. Ihave completed utiiity' accounting and ratelﬁaking seminars offered
by Price Waterhouse and Salomon Brothers. I have also completed 5 one-week
p‘rogfams offered by Depreciation Progra'ms, Inc. in the areas of actuarial and

simulated life analysis, forecasting of life and net salvage, and preparing and

' managing depreciation studies.
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Q.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Donald J. Clayton. My principal place of business is 301 -

Oxford Valley Road, Suite 1604, Yardley, Pennsylvania, 19067.

WHERE ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am Vice President of Management Consulting at Tangibl, LLC.

HOW LONG HAVE YOU BEEN EMPLOYED AT TANGIBL, LLC?

I have been employed at Tangibl, LLC since April 2007.

PLEASE DESCRIBE TANGIBL, LLC.
Tangibl, LLC is a professional services firm serving water, wastewater,

waste services and energy utilities. -
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WHAT IS YOUR EDUCATIONAL BACKGROUND?
I have Bachelor of Science in Civil Engineering and Masters of Business

Administration degrees from Rensselaer Polytechnic‘hlstimte.

PLEASE DESCRIBE YOUR WORK EXPERIENCE.

Throughout my career I have served public utilities in consulting and
executive capacities. Recént assignments include preparation' of rate casés, cost
of service and rate design studies for gas and water utilities and depreciation
studies fpr electric, gas, water, wastewater, thermal and railroad companies. My
Qork éxperiéncé is further detailed in my resume which is attached hereto as

Exhibit DIC-1,

DO YOU HOLD ANY PROFESSIONAL CERTIFICATIONS?

Yes. I am a Registered Professional Engineer in Pennsylvania. I am also,

a Chartered Financial Analyst and a Certified Depreciation Professional.

HAVE YOU HAD FORMAL TRAINING RELATING TO .UT[LITY
ACCOUNTING AND RATEMAKING?

. Yes. I have completgd utiﬁ’cy accounting and ratemaking seminars offered
by Price Waterhouse and Salomon Brothers. I have alsp completed 5 one-week
programs offered by Depreciation Programs, Inc. in thé areas of actuarial and
simulated life analysis, forecasting of life and net salvage, and.preparing and

managing depreciation studies,
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HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE PUBLIC
SERVICE COMMISSION OF SOUTH CAROLINA?

No.

HAVE YOU PRESENTED EXPERT TESTIMONY IN RATE RELATED
PROCEEDINGS BEFORE OTHER REGULATORY AGENCIES?

Yes. My recent testimonial history is attached hereto as Exhibit DJC-2.

L
S
. ‘ N by
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS J ﬁ\,\'
. v 2
~ e
PROCEEDING? o % oo
The purpose of my testimony is to support the application for rate relief of ol
. for rate elief
Palmetto Wastewater Reclamation LLC, doing business as Alpine Utilities, which
I will refer to from time to time in my testimony as “PWR™ or the “Company”,

and to sponsor Exhibit B to the application as filed with the Commission in this

proceeding.

- WAS EXHIBIT B TO THE APPLICATION PREPARED BY YOU OR

UNDER YOUR SUPERVISION?

Yes.

WOULD YOU PLEASE DESCRIBE WHAT EXHIBIT B TO THE

APPLICATION SHOWS?
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Yes. Exhibit B consists of 5 schedules, A through E, Schedule A is the
Company’s balance sheet as of December 31, 2011, set out by National
Association of Regulatory and Utility Commissioners, 6r “NARUC”, Uniform
Systém 'of Accounts, or “USOA”, for Class A Wastewater Utilities accounts.
Schedule B is the Company’s income statemént for the year ended December 31,
2011, including per books amounts, pro-forma adjustments, pro-forma amounts at
present rates, proposed increase .and pro-fofma proposed amounts, again by

USOA account. Schedule B utilizes revenues and- expenses for January 1 through

u st 11, 2011} the period, when the Alpine system was owned by its

PR T 0
rs, and| reven#id

——
an% gxpenses for August 12 through December 31,

——

’-———\_‘.\-— — ” .
© 2011, the period when it was owned by PWR Alpine. I should note that an error

was discovered in Schedule B subsequent to its filing with the application, which
A SIS .
I will comment upon separately. Schedule C shows the Company’s billed
revenue at present and proposed rates by customer classification for the test year
ended December 31,‘ 2011. Schedule D shows the company’s original cost, pro-
forma additions and retirements, pro-forma original cost, service life, annual
depreciation rate and pro-forma depreciation expense by USOA account for Plant
in Service and Contributions in Aid of Construction, or “CIAC”, as of December
31, 2011. Schedule E shows the actual number of customers and Equivalent
Residential Customers, or “BRCs” for Commercial and Industrial and Residential

(including mulﬁ~family) customer classes as of December 31, 2011 and projected

through December 31, 2012, -
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Q.

YOU MENTIONED AN ERROR IN SCHEDULE B TO EXHIBIT B;
WOULD YOU PLEASE ELABORATE UPON THAT?
Yes. A pro-forma adjustment of $320,985° related to capitalized

maintenance was {inadvertently jhcluded in the Company’s revenue requirement

as both an expense and asa part of the amortizati itali intenance.

As further explained below, PWR is seeking recovery of its capitalized

maintenance costs over a five-year period as a regulatory asset. However, these
e P

same costs weremncluded in Account 736, Contract Services — Other
w

Maintenance, on the Income Statement at page 1 of Schedule B. Thus, these costs

($320,985) werel handled incorrecﬂj in the rate filing.. When the Company

discovered this, they immediately informed ORS. I understand that ORS will
address the effect of thjs error) as an adjustment in its testimony supporting its
audit report in this matter and for that reason I am not proposing to amend

Schedule B. However, I would note that the a@w@r@ggg__/cmmﬁfb%@

will result in a reduction in the proposed monthly sewer rate from the $34.14 to

—

$29.87 per single family equivalent.
flrecns

WHAT IS THE OVERALL RATE INCREASE THAT PWR SEEKS AS A

RESULT OF THIS ADJUSTMENT? -

[4

PWR. is seeking additional service revenue of $1,274.05% instead of the
—-—-——-:g-\/._ BN )
$1,ZO4,476 reflected in the Application. To achieve this level of additional

revenue, the Company is requesting that the monthly charge per single family

Pt
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system was filed in 2008. As the C.ommission is aware, that application resulted
L

in the approval of a Settlemnt Agreement which allowed for an operatmg margin

\Q n——-——' =7
of 22.23%, the effect of Wthh was to permit a 24.08% increase in the residential
monthly sewer rate to the current $16.75 and an equivalent percentage increase in

the monthly rates for the various commercial customers served by the system,

This settlement was based upon a test year ending December 31, 2007.
A S Al

"WHY IS PWR REQUESTING RATE RELIEF AT THIS TIME?

For the test year ended Decembeér 31, 2011, PWR earned a (1.96%)

operating margin on a per books basis and a (19.16%) operating margin (loss) on

a pro-forma basis at present rates. Both the per books and pro-forma operating

margins are well below the 22,23% operating margin allowed by the Commission

in the last rate case. Without rate relief PWR will be unable to continue to meet

its financial obligations and to ét)éé%t investment capital for jplant expansions and

repléceménts. Such a scenario places in jeopardy the Company’s ability to
e

continue to provide safe, reliable and efficient sewer utility services to its

customers, PWR is currently making capital improvements to both the

YA [ 8o g ®
KXk Phere & Lot edes °,
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wastewater treatment plant and the underground collection system under a

Memorandum of Understanding (MOU) with the South Carolina Department of

Health and Environmental Control which is discussed in the direct festimony of
S

Rick Melcher on behalf of PWR. Since PWR acquired the Alpine system in
TR .
August 2011, it has spent over $3.3 million on such capital improvements, with

more improvements to be made in the near future.

WHAT HAS BEEN THE COMPANY’S EXPERIENCE WITH THE COSTS

OF OPERATION SINCE THE LAST RATE INCREASE?

ince the cwurrent rates were

or the system have increased.

It has been approximately four (4) years
placed into effect and in that time the expe
A,

Increased operational expenses for things such as purchased power, employee

salaries, contract services, insurance, etc. have been incurred since the last test

year. In addition, taxes and depreciation expense have also increased. Customer

growth has been relatively low over this time period. Also, the aging
infrastructure of the system has resulted in increased replacements in lines and
mains, manholes, pumping stations, the Wastewa’cer treatment plant and other
parts of the Company’s plant. And, the Company has implemented new, on-
going operatibnal programs such as right of way cl@aring and grease trap

inspections which have also increased the costs of operation.

TO WHAT DOES THE CAPITALIZED MAINTENANCE INCLUDED IN

EXHIBIT B RELATE?

[Shat he e raadl
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Exhibit B includes $192,151 of capitalized maintenance during the test.
year for cleaning lines, camera work on lines, root cutting, and removing-debris in
the lines. The costs for these types of activities are generally expensed.

%Iowever, since the Alpine system was in such # state of disrepair,ywhich resulted

in a number of well-publicized SSO’s, PWR chose to perform these activities on

an accélerated basis in order to improve the system and to determine what other
work would be needed. Additionally, a pro forma adjustment of $320,985 for
additional expenses related to these types of activities was added for a total of

7 $513,136 pf deferred capitalized maintenance. PWR is seeking recovery of these

costs over a ﬁve—year period as a regulatory asset.

Qd Mas pef ghod (8 Purgnse pric f@\

HOW WERE THESE COSTS PRO FORMED INTO THE RATE FILING?
These costs were added to Account 186.2, Other Deferred Debits, on the

Balance Sheet to be amortized over five years.

HOW SHOULD COSTS ASSOCIATED WITH SATELLITE SYSTEMS BE
H;&NDLED?

Typically, costs associated with satellite systems Would be incurred by the
owners of such systems. However, where satellite system maintenance is either
inadequate or non-existent, as I understand was the circumstance with a number
of satellite systems connected to the Alpine system, it can become necessary for a
uﬁlity to incur some of these costs in order to avoid having necessary utility

system improvements rendered ineffective. Therefore, for the improvements of

o 135
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the type made to the Alpine system to be effective, a utility may find it necessary
to make needed repairs to satellite systems to avoid sanitary sewer overflows and

excessive inflow and infiltration. PWR found it necessary to address the

shortcomings in these satellite systems so that the Alpine system could work

effectively_and the benefits to the improvements it was making to the Alpine

system were not lost. In the end, the entire system is improved and the utility
TN

customers benefit from these expenses. This issue is further covered in the

testimony of Mr. EdWard Wallace.

BASED ON THE TEST YEAR DATA AS ADJUSTED, WHAT
OPERATING MARGIN RESULTS AFTER THE REQUESTED RATE
INCMASE IS CONSIDERED?

Eased on the adjusted test year data and the requested rate, as revised, of
$29.87 per ERC per month, the resulting operating margin is 15.00%. The
1 __2;)0% operating margin is well \yithin the range of operating margins the
Commission has recently approved for other sewer utilities. By contrast, I would
observe that the operating margin previously approved by the Commission for the

Alpine system is 22.23%.

PLEASE EXPLAIN HOW TEST YEAR REVENUES AND EXPENSES
WERE ADJUSTED.
Pro forma adjustments were made to test year revenues and expenses

based on known and measurable changes.

(
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WHAT ADJUSTMENTS WERE MADE TO THE PER. BOOKS

INCOME STATEMENT ON SCHEDULE B?

The adjustments to the per' books income statement on: Schedule B include
corrections and reclassiﬁcationé; removal of non-recurring items and items which
should have been capitalized ﬁqm the test year expenses; addition of the cost of
new maintenance programs and depreciation expense related to plant added after
the test year; annualization of current contract operations; amoﬁization of rate
case expense over three years; anci the income tax effects of all of the other

adjustments. The specific adjustments are detailed at the bottom of Schedule B.

HAVE THE COMPANY’S. EXPENSES INCREASEﬁ SINCE THE LAST
RATE CASE? |

Yes, they have. For the year ended December 31, 2007, which again was
the test year in the last case, total book expenses were $989,000. For the year
ended December 31, 2011, Which is the current test year, total book expenses

were $1,726,000.

HOW DID THE AMOUNTS BOOKED FOR PLANT IN SERVICE, CIAC

AND ACCUMULATED DEPRECATION AND AMORTIZATION OF

' CIAC COMPARE TO THE AMOUNTS PREVIOUSLY RECORDED?

Plant in service increased by approximately $3.6 million due to capital

investments, CIAC was increased by $41,000. Accumulated depreciation has

10
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continued  to reflect Commission guideline service lives and straight line
depreciation asbo'pposed to accelerated tax depreciation which is not permitted
under the USOA. Accumulated depreciation was increased by approximately
$887,006. CIAC amortization was similarly adjusted to reflect straight line
depreciation based on guideline lives as opposed to accelerated tax depreciation.

Accumulated CIAC amortization was increased by approximately $61,000.

"WOULD YOU BRIEFLY EXPLAIN THE METHODOLOGY THE

COMPANY USED TO ESTABLISH THE BEGINNING BALANCES FOR
PLANT AND CIAC AS OF AUGUST 1, 2011?

Yes. In 2011 the Company did not acquire a}l the fixed assets of the
Alpine Utilities system, mainly those related to its office and office machines and
equipment.» Thus, those fixed assets were eliminated from plant in service and
accumulated depreciatioﬁ balances on day one. Since then PWR has recorded

new fixed assets and accumulated depreciation, CIAC was carried forward using

balances which existed at the time of acquisition.

HOW WAS ACCUMULATED DEPRECIATION RELATED TO PLANT

AND ACCUMULATED AMORTIZATION RELATED TO CIAC

ESTABLISHED?
PWR continued depreciating plant in service and amortizing CIAC based

on the same methodologies as allowed by the Commission.

11
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HOW DO THE PLANT IN SERVICE, CIAC AND RELATED
ﬁEPRECIATION AND‘ AMORTIZATION AMOUNTS AFFECT THE
COMPANY’S REVENUE REQUIREMENT?

If the Company’s piaht and %C balances are changed, depreciation and
amortization expense will have to be adjusted accordingly. Any change made to

the allowed level of expenses affects the revenue requirement.

HOW WERE THE PLANT, CIAC, ACCUMULATED DEPRECIATION
AND ACCUMULATE]) " AMORTIZATION BALANCES AS OF
DECEMBER 31, 2011 DETERMINED? |

The August 1, 2011 balances were brought forward based on the additions

and retirements from then until December 31, 2011.

WERE THERE ANY PRO FORMA ADDITIONS OR RETIREMENTS TO
PLANT INCLUDED IN THE BASIS FOR' DEPRECIATION IN THIS
CASE?

Yes, the actual additions and retirements affect depreciation expense
whiéh is part of the revenue requirement. This includes depreciation expense
related to the pro forma capital additions for the MOU mentioned previously. The
original cost and‘debreciation schedulé on per books and pro forma bases are

shown in Schedule D of Exhibit B.




WHAT IS THE PROPOSED RATE INCREASE DESIGNED TOA

ACCOMPLISH FOR THE COMPANY?
An increase in PWR’s current rates is designed to generate additional

réy_enues that will allow the Company to adequately fund its operations, attract

capital, comply with regulatory requirements and continue to provide excellent

sewer service to its existing an customers,

DOES THIS CONCLUDE YOUR TESTIMONY? C)Lm

Yes. It does. , Qv
b “\
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/\; angibl.
v 301 Owford Vatley /d 7 Suite 1604 £ Yardiay, Ponnsylvania |W67~7‘70-b‘ .
\.J TEL 215,369.9345 / FAX 215.969.9344 7 wewtagibl.cam DONALD J. CLAYTON / Vice President

Mr. Clayton has over 30 years® experience in the energy utility industry and management consulting profession. His
experience includes financial and treasury management, including his role as Vice President and Treasurer at DQE,
at that time the parent company of Duquesne Light Company. Mr. Clayton also has extensive experience in new
venture creation, as President of the AquaSource venture at DQE and President and Chief Operating Officer of
Conjunction LLC in New York State. In his management consulting roles, Mr. Clayton’s technical specialties
include public utility valuation, depreciation, plant, rate base, cost of service and rate design as well as economic
analysis and financial modeling,. .

Mr. Clayton holds a Bachelors of Science in Civil Engineering and a Master of Business Administration from
Rensselaer Polytechnic Institute. He is a registered Professional Engineer in the Commonwealth of Pennsylvania, a
Chartered Financial Analyst, as well as a Certified Depreciation Professional.

Professional Experience

2007 — PRESENT ..ovvrrsresesssasn e oo oot eee et TANGIBL, LLC

VICE PRESIDENT ~ MANAGEMENT CONSULTING -

As Vice President of Management Consulting at Tangibl, LLC, Mr, Clayton is responsible for a wide range of
- assignments including depreciation studies for electric, gas, water, wastewater; thermal and railroad companies and
cost of service and rate design studies for electric, gas and water utilities.

2005 — 2007 .uvvisireninmcninniissese s s s e GANNETT FLEMING, INC,

DIRECTOR, REGULATORY ECONOMICS

Representative assignments include d:

o Allegheny Energy, Inc., Greensburg, Pennsylvania — Depreciation Studies of Regulated Electric Companies in
West Virginia and Unregulated Generation Plant, The studies included development of annual depreciation
rates for regulated electric plant in service in West Virginia and the unregulated generating plant throughout the
system. Elements of the study included a field inspection of power plants, major substations, operations centers
and office buildings; discussions with management regarding outlook; statistical analyses of service life and net
salvage, and caloulation of annual and acerued depreciation using several alternative bases and procedures. The
depreciation study for the regulated West Virginia Utilities was filed with the West Virginia Public Service
Commission in September 2006,

o Citizens Gas and Coke Ulility, Indianapolis, Indiana — Depreciation Studies of Gas and Thermal Plant. The

studies involved development of annual depreciation rates for gas and thermal plant. Field inspections of the

_ facilities were performed, discussions with management regarding outlook were held, statistical analyses of
service life and salvage data were conducted and annual and accrued depreciation were calculated.

°  East Kentucky Power Cooperative, Winchester, Kentucky — Depreciation Studies of Electric Plant. The study
involved development of annual depreciation rates for the company’s electric plant including generation,
transmission and general plant. The study included a field inspection of power plants, major substations,
operations centers and office buildings; discussions with management regarding outlook; statistical analyses of
service life and net salvage, and calculation of annual and accrued depreciation, The depreciation study filed
with the Kentucky Public Service Commission in May of 2006 and the Rural Utilities Service in June of 2006,

o Anchorage Water and Wastewater Utility (AWWU), Anchorage, Alaska — Testimony on Contributed Plant and
Depreciation Studies for Water and Wastewater Plant. The first assignment included rebuttal testimony on
behalf of the company related to its accounting treatment of contributed plant. The depreciation studies
included field inspections of the treatment plants, major pumping stations, and offices; discussions with
management regarding outlook; data assembly; statistical analysis of service life and net salvage; and
calculation of annual and accrued depreciation related to pant in service as of December 31, 2005.
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e  Kansas City Southern Railroad (KCS), Kansas City, Missouri — Capitalization Policy and Depreciation Studies
for Kansas City Southern, Kansas City Southern de Mexico, and Texas Mexican Railway. The first assignment
involved development of a revised capitalization policy. The Company’s existing capitalization pohcy and

. retirement units catalogue were compared with those of other class I and passenger railroad companies and

- revisions were suggested and subsequently adopted by the company. The depreciation studies involved
discussions with management regarding outlook, statistical aging of the subsidiary company property, service
life and net salvage analysis and calculating of annual and accrued depreciation.

o East Resources, Inc., Pittsburgh, Pennsylvania — Base Rate Case Filing. The assignment involved preparation

of a complete base rate case filing for the Company’s West Virginia gas utility division. Exhibits were prepared

. in conformance with the West Virginia Commission’s filing requirements under Rule 42. Direct testimony was

prepared and responses to numerous data requests were completed. The case was filed in April 2006 and was
settled in September 2006.

" 2002=2005 1o A et eSS et o et st CONJUNCTION, LLC
PRESIDENT AND CHIEF OPERATING OFFICER

Con_punctlcm LLC was formed to develop a hlgh voltage direct current transmission line from upstate New York to
New York City,

° Responsible for day-to-day activities of the firm, raising equity capital to fund the project and negotiation of
numerous contracts and agreements between the Company : and its consultants, lawyers land owners and
investors.

. o  Responsible for preparation of the Company’s transmission siting filing under Article VII before the New York

Public Service Commission and the FERC filing for merchant transmission line status.

2000~ 2002 ................................................................................................ .ENERGY LEADER CONSULTING, LLC

PARTNER

Energy Leader Consulting provided strategic consulting to energy companies concerning opportunities related to
electric generating stations.

e  Performed acquisition analysis for generating stations, identification of power plant development opportunities
throughout the U.S, market and diagnostic studies for electric generators.

e  Led multi-million dollar study for Amtrak to determine the feasibility of using their rallroad rights-of-way for
electric transmission.

IOB5 — 2000 sueevrererrsivinmierires it isisses sttt sasecss renssesesne sese s st e srs st en b s br s bR bR e s bae b s anas e e ehe DQE
VICE PRESIDENT AND TREASURER

PRESIDENT — AQUASOURCE

MANAGER — VALUATION AND PROPERTY RECORDS DEPARTMENT

o "M Clayton developed and dlrected the AquaSource subsidiary where he managed all aspects of a rapidly-
growing business, including development of the initial business plan, integration of acquisition targets,
recruitment of executive staff, and political and regulatory relations. He also headed the rate case filed in Texas
for a statewide tariff related to the small water and wastewater compames acquired by AquaSource,,

o As Vice President and Treasurer, Mr. Clayton was responsible for corporate finance, financial planning,
corporate budgeting, cash management and investor and shareholder relations during a period of unprecedented
organizational and marketplace changes While he was Vice President and Treasurer, he was the stranded cost
witness for Duquesne Light Company.in thexr restructuring proceeding before the Pennsylvania Public Utility
Commission, .

\7/3%’
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e Mr. Clayton’s first position with DQE was as Manager of the Valuation and-Property Records (Fixed Assets)
department, where he was responsible for the Company's $5+ billion of fixed assets and the construction cost
accounting system, at a time when two nuclear electrical generation plants were being built and added to rate

base. While in this position, he was the companys rate base and depreciation witness in its two largest rate -

cases.

1980 - 1985 ......... ..................................................... PRICE WATERHOUSE
MANAGER, PUBLIC UTILITY INDUSTRY SPECIALTY GROUP

¢  Performed numerous cost-of-service, rate design, depreciation and other valuation and rate related assignments
for electric, gas, water and sewer clients in the public and private sectors.
*  Developed a PC-based cost of service program and completed a program for evaluating street hghtmg

1977 1980 s et e g r s s GANNETT FLEMING, INC.

e Performed numerous studies in the areas of depreciation and cost of service for electric, gas, telephone, water,
" wastewater and railroad companies.

o Presented expert testimony before the Pennsylvama Public Utxhty Commission, the Alaska Public Utilities
Commission and Monmouth County Court in New Jersey.

o Completed assignments for more than 50 companies, including electric, gas, water and telephone and railroad
clients. ;

o Participated in the valuation related to the $2.1 Billion conveyance of the former Penn Central Railroad to
Conrail and provided the analytics for three successful tax cases involving more than $300 million in tax
depreciation for the Union Pacific, the Burlington Northern and the Chesapeake & Ohio Railroads,

Continuing Education

e All programs offered by Depreciation Programs, Inc.
e Management training courses offered by the Edison Electric Institute,
o Utility accounting seminars offered by Salomon Brothers.

Professional Societies -
M. Clayton is an active member of the Society of Depreciation Professional where he is an instructor at their annul

depreciation training sessions. He has taught the basic life analysis course and the advanced course on preparing
and defending a deprecxatxon study




Exhibit DJC-2

Page 1 of 2

sjuswasnhal snUBAS) pUR UOJJEZ|BILIOY

-1

X1 84} ‘sosso} Gujeledo jau ‘sapiigel

PUE 5)BSSE XB) PALIJOP '9DjAISS JO 1500 '9seq BBy
sjustusiinbas se0)

anusnal pUe a0JAISS JO 1503 'aseq Biey
UORBZ|BULIOU XB ] SH} PUR 53850} Segy

Bupeiado 18U 'sepige]] pug sjessE Xel pausjeq
abeAes JouU 'jeAocwal Jo 1805 ‘uopepeideq oudal
“sejes vogepaudep u efueyo Jo} jsenbas sep

0} pajejal uojenaldep PeRNWNOOR PUR BSE( BjeY
sjuawazinbel enueAss pue jejides SED)

Buppom ‘lenden Jo 1500 ‘20jAIaS J0 1SOD *a5BEq SjeY
sjusiainba) snusasl pus jejidesn sen

Bupitom ‘ejden o 1500 ‘eniauss Jo JS00 'aseq ey
sjuatusijnbal snusaal pua Eldes sen

Bupiiom 'feniden jo 1502 'eojAlss Jo 1800, 'aseq BBy
ufiisep ajes "jeydes JBIEMBISEM

301500 'aojales Jo 1500 'sjusisinbal snusAsy
uBisap aje: 'feydes Jaiep

10 1509 '80jA9S JO 3800 'sjuswalinbal snusaey
uBisep aje! 'B)des IBJEMBISEAA

301502 'anines §0 1502 ‘siuataynbal shusAsY -

Supmanyset Ansnpul sioele pue 1500 papusas omdsER
uojjepseidsp pue aseq sley oupsE
uopecaidep pue aseq ojey ouosg
Edes Bupiom ysen 52151
abeapes joN auPa
juejd Uoissiwsues] 1o sBeaes 19N pue Lopeeidseg ouEsig
JuBld HojssISURL] jo abeapS 1oN pue uonepaidag w3
uBld UDSSiwsURL | jo sBenes JeN pus uopepsideq supsE
jue)e uolssiwsuel) Jo ebeAjes.18N pue Lopewedsg oups3
R Jojesuedwod ousg

JBp DpelS 0} |ES 18N pue uopepeldeq
uosepeidecy oupsR
uonenade sEG)
uonepeidag seg)
. vonewssdeg jeutiay ) ‘wes|g
uofetoatdap pue juejd Jisjem pejnquuog JBIEMBISEANISIEM
uope|pad: p plie jued _u“u.; p L e} 3 AISIEAN

;ansspfaewig

2LoZ ey

iadArANmnG:

Auedwog ses) B 10 alinsspe|g

Aueduiod see) 2 10 ueBaly

fuedwog seg pjdysng

{AB1au AusyBajy)

Aurdwing uos|pg oewolod 8yt pue Auedwo? Jamod ejayeBuouopy
Aueduiog seq g 1o uebapy

Aueduio) seg 3 |0 uebaiy

S80INosSHY 1sey

seolnosay 1583

diog uswdolaasg M9 G

. Aueduioy) 1ajBAA BURT PBPRUS

2siA Anunod

Suedwo? Wb susenbng

fuedwiod byt sussnbng

Auedwon Jybr susenbng

uopeuodiod Blsiay

{4av) ewoyspio jo Auedwoy sojaseg dlgnd

{Asauz on)daY) D17 'UDISSIWSUERI ) J8BUOld
{ejSapyuRdLIBUIYDIN/LEY) DT "UBISSIUSURI). PUIAA BUizld
(BD0/EUBWYRIN/ERY) OT] ‘Uoissiwsurl] sseibiiel

. . {ABlauzg
Ausubeiv/d3y) 0977 'suiyBiy uojss|wsues) uejuoeleddy-oewojog
(AusyBely) Auedwo) suj eyesialy) AusyBally-surll

oAeiadony) Jamoy Ajomusy] 1583

PIBYISBAN JO SBE) SUSZHID

Ann xoD g sBS SuUsZMD

[euuayl suszyid

Apinn Jeyemeisepn pug Jejepn ebeloyouy

Awan ISEM pue JatepM abeioyouy

12ro-l2ei-ti 0SdAM MR

1Zr-9-2EE0-41L OSdAM AN
12r9-0Lp0-HL 3SdAMM M
ND-3-0Zp0-S0 OSdAM  AM
Q9252004 OSdMA AW
12v-9-6802-60 OSdMA  AM
12rD-6220-80 OSdAW MA
LZro-ohp0-90 OSdAMM A
veat-zi-zes (Hyos)  DaoL X1
2040-80-285 (HYOS) . 035L XL
06Z-60-285 (HYOS) DIOL XL
Ly072600-8 ONdvd vd
159028 ONdvd vd
8/€008-¥ ONdvd vd

LZON INGHO MO
$¥100800Z ONd "SON 8sned 000 30
Q00-GL60MT  J¥3d  WUN
0009E-60-M3  OM34 VN
000SEB0MI  0¥34  WIN
000-98€-80-H3  OMI4  WIN
$00-295-20-¥3  OMA4  VIN

SEZ00-9002 OSdAM A

yZeey 'oN®sne)  Juni Nt
EQyEY "ON®SnED  OuNl NI
L0OZEY "ON asne) 2dnt Ni

eevon Yoy WY

[£aciiupt vou MY

SaquInNIeNoog
sasen Awoyenbsy

uo3fe(d T peuog jo A0Sy jeluowsa).



Exhibit DJC-2
Page 2 of 2

Rl

uojepsideq peolliey " peoijey Wayinog A1 sesuey- VIN .18 VIN

X uopepaideq sppe do-00) Jamog Ajonjus) ises ViN - Snd WIN
" uBjsap syt "aoluBs 0 10D IBIEMRISEM Se0uRIBRIA PUB SIOAB] |RUORLIaIIE wIN WIN N
L ansspAdewndg Sl S z ST ESdoquuniienanqAsuaby ol ateg
: sasen Jsyio

sjuataiinbas snuaasl pue apslR Auedutog temog uoun 12y-3-2861-60 OSdAM M

{endes Bunjiom ‘{e)ideD jo 1500 ‘90IMIBS J0 J800 'Bseq
aje! Buipnjoy; 'uojieiedesd yqitpe Zy einy ejejdwiog .
sjuswaimbal snuaAs) pue oups . Auedwog Jsmod i 12v-3-9861-60 OSdAMM A

1endes Bupiom ‘fejided Jo 1500 ‘90IAIBS JO SO0 ‘aseq
ejed Buipnjour 'uonesedeld Jigiuxa Zi 8Ny siejduwon

- sjusiuaiinbal anuasal pue . aupsg Auediliog) Jamoy puoweld YoBlg 120-3-GBEL-60 DSdAM. A
|eyiden Bupliom /je)den Jo 1500 *aainBs j0 JS0D 'aseq . .
e8! Suipniou) ‘uoheseded JqIUXT Zi Biny-sje|dwo)

yoddns pue uoneoysn| seBie oupald Auedwod Ann ejuibiA 1sem "Auedwod Od-3-0802-80 OSdAM AW
. Jemod uolun *Aueduien Jemad 3i3 'Auedwiod semod puowie|q yoe|g

fpms |eydes Bupyiom ysed se/opel " uopelodio] eisivy 89Y00L-9N  OLNM VM

fpnis Jeydeo Bupiiom ysed SBOPUPSIE uopesocio) BjsiAY -+ Z9%00L-ENn  OLnMm YA

.%aﬁmEBE%maEnEm _Em;mﬁmg wm:__u:osz_mm m.vm.CoNowuwm ow
spslalnbal snuaael pus sisAieue Bujig ‘eojues .
10 1s00 Bujpnur'uopeiedesd esed ejel sajdwon . .
{pnjs jeNdes Buppom ysen SED/OUReIR - uofeiodind sy 910-0L-DAY  ONdi al

fpms [eydeo Bupiiom ysed segoupel : uojesodiod Bisivy I-00LOAY 0Nt a
bas enuaaas pue sisk AMBIEM DU} 'SaNIN SPUMBPELL Z100t  0Sd1d 14
Buiig 'lepdes Suppoam 'feydes 10 1500 ‘soiIss 1D 1500
‘eseq ejel Bulpnpy 'uopziedard esea a)el glejdwion . o
sjuaiwainbai anuaasl pus siskEuB JojemalsepNIBIEA, ’ ou} 'OZH Lv4D 9zLo0L  OSd14 T4
Bunig ‘jeydes Buppiom '[ejdes Jo 500 *80ss 10 1500 : .
‘aseq ajes Buipnpu; L iaid esen o121 fwos
spustualinbal anueAss pue sishjue Jojem {uewel) 977 ‘Bpuold IN B7L00L  OSd1d hr

Sunig *lepdeo Buppom ‘ejiden 10 1500 *80jAI9S 10 1500
‘sseq oles Buipnjoy) ‘voneledsid esea siel slejduion . .
sjuswainbel anusAes pue siskjeLre IB)EMBISBAA . {uospniy) 917 ‘epuiold IN ' 281060 OSd4 e
Buiyg "endes Bupjiom ‘eyde 3o 1500 ‘eolles 16 1560 : :
‘aseq ajeJ Sujphjoul 'uopeiedeid eseo )l ejg|dwnd
: iR S aiirre i anssAaR MM T e d RN R e s e T e e e R e R 2BYWNNIBY000 - A3udby L (oIg
) {(pajy Auowysa; o) poddng esen

ZLOZ ‘worew : ’ . - uoyfe]n *p pieuog jo Alo3siy Jejuownsa)



10

" to certain terms and conditions related to

BEFORE Y OPH o

| o SCPLisap o

THE PUBLIC SERVICE COMMISSION OF(3/": . S2yj:
fe

diits 6‘@;\

SOUTH CAROLINA

DOCKET NO. 2012-94-S

IN RE:

Application of Palmetto Wastewater
Reclamation LL.C, d/b/a Alpine

Utilities for adjustment

of rates and charges for, and modification

DIRECT TESTIMONY
- OF
EDWARD R. WALLACE, SR., CPA

the provision of sewer sefvice.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Edward R. Wallace Sr. My principél place -of business is 10913

Metronome Drive, Houston, Texas, 77043.

WHERE ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am employed as the President and CEO of Ni America Capital Management
LLC, or “Ni America,” and all of its subsidiaries, which includes the applicant in thls
. proceeding, Palmetto Wastewater Reclamation LLC, doing business as Alpine Utilities;

~which I will hereafter refer fo as “PWR” or the “Company.”
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WHAT IS YOUR EDUCATIONAL BACKGROUND, TRAINING, AND WORK

- EXPERIENCE?

I graduated, cum laude, from Texas A&M University with a Bachelor of Business
degree. 1 am a certified public accountént Ticensed to practice in the State of Texas. I
have applied to the South Carolina Board of Accountancy for reciprocity. I have worked
with or in the utility industry. my entire career and have over fifteen years of experience.
in water and wastewater. I was first employed by Coopers & Lybrand in 1978 where 1

ultimately became a partner. During my time with Coopers & Lybrand, I served on its

behalf at the Financial Accounting Standards Board from 1986 until 1988, working on

projects in the leasing and utility industries. From 1991 until 1995 T worked in
investment baﬂdng, structuring transacﬁons for both private and public compaﬁies in the
leasing and utility industries. During those years, I was either a partner of various
regional private firms or employed as a Director by CS First Boston. In 1996' 1 founded
AquaSource, Inc., (a multi-state Watef and wastewater company) and led a team of
individuals responsible for completing overv 150 transactions in just over two years for
clients involved in thé water/wastewater industry and the propane gas industry. During
that time the business grew from 16 employeés with no revenues to over 1,100
employees and almost $200 million in revenue. Beginning in Apﬁl 2007, 1 co-founded Ni
America and becafne President of the Wate£ and wastewater utilities 'that are its
subsidiaries. As the Commission is aware, the South Carolina subsidiaries of Ni America
are Palmetto Utilities, Inc. and PWR, the latter of which owns the Alpine and Woodlands

wastewater systems.

gz/;g
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WHAT ARE YOUR JOB RESPONSIBILITIES IN YOUR CURRENT POSITION?

As President and CEO of Iii/Amsrica, I am ultimately responsible for all
acquisitions and day-to-day operations of seven utility .subsidiaries, serving
;I;:r:ximately 30,000 customers in three states. As President of PWR specifically, my
responsibilities include the day-to-day 6versight of Compmiy’s management, its

wastewater treatment operations, customer billing and relations, and supervision of

environmental compliance.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?
The purpose of my testimony is to support the PWR application for rate relief for

service provided to customers in the Alpine portion of PWR’s service area and provide

the Commission with an overview of (1) Ni America and PWR’s continuing commitment

to bring undercapitalized utility systems into regulatory and environmental compliance

and to strive to achieve best industry practices in customer service and operations, (2) our

inclt;sionjn—the4:aif*fi\li11g<)f expenses relating to cleaning and repairing certain satellite

collection systems which are not owned by PWR but connect to its main wastewater
e,

trunlc/hg_@_n_gl,\as such, are critical to maintaining environmental integrity in its collection

system, and (3) the proposed capitalization and subsequent accounting treatment of

[er—

certain underground expenses normally expensed under the NARUC chart of accounts.

WHAT IS NI AMERICA’S AND PWR’S COMMITMENT TO REGULATORY

AND ENVIROMENTAL COMPLIANCE, BEST INDUSTRY PRACTICES, AND

3
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CUSTOMER SERVICE AND HOW HAS IT DEMONSTRATED THAT
COMMITMENT?

" Ni America was founded in April 2007 to acquire small to mid-sized water and
wastewater companies. Ni America’s management consists of 17 dedicated empléyees
with over one hpndred combined years of water and wastewater experience. The
members of the management team of Ni America pr\ide themselves on having the

reputation and dedication to bring undercapitalized utility systems into regulator'y.and

environmental compliance and striving to achieve best industry practices in customer

service and operations. In August of 2011, PWR acquired Alpine Utilities, Inc., which
was an undercapitalized system plagued with numerous Sanitary Sewer Overflows

(SSOs) and despérately in need of plant upgrades and cleaning and repair of its collection

systems. InJuneof 2011 we enteredinto-a Memorandum of Understandi ng.(MOU) with

the South Carolina Department of Health and Environmental Control ( DHEC) to make

needed improvements and repairs over a five year period to the Alpine wastewater plant
and collection system. Mr. R. Stanley Jones, as Ni Amgricé’s President 6f South
Carolina, will discuss the details of the work performed in this regard in his testimony.
In summary, we have spent approximately $3.4 million on the improvements and repairs

to date on the work in the Alpine system agreed upon in the I![QP and have pro{/ided

/

documentation to DHEC as to our progress. We have embraced the exemplary

environmental quality per,fonﬁance standards set by Mr. Jones for Palmetto Utilities, Inc.

and are committed to applying them at PWR. In May of this year, we took steps to
improve our operations performance by engaging a new third-party operator, Utility

4
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Partners, Inc., with a larger regional presence, stronger reputation and more experience in

the operations of wastewater utilities of the size of the three systems operated by Ni

~ America subsidiaries in South Carolina. Tt is our continued belief that the foundation of

good customer service is communication, which we believe begins with the direct
Company to customer communication opportunities we provide in our Town Hall
forums. Our commihnént to customer sérvioe fhrough this typé of communication, as
well as the addition of facilities, equipment and payment options, is described in detail in

the testimony of Company witness Mr. Rick Melcher. In summary, at Ni America, we

strive to continue to improve our policies, procedures, and customer service with the goal

of becoming the role model for South Carolina privately owned regulated water and

wastewater utilities.

THE RATE SCHEDULE PROPOSES CERTAIN LANGUAGE PERTAINING TO
THIRD-PARTY OWNED SATELLITE SEWER SYSTEMS; WOULD YOQOU
PLEASE EXPLAIN THE IMPACT THESE SYSTEMS HAVE ON THE
INTEGRITY OF TﬁE PWR ALPINE SYSTEM?

Yes. Our Alpine collection system is somewhat unique in that it has numerous
satéllite sewer systems that flow into ;che Alpine colleétion system that are not owned by
PWR. Evén worse, Soﬁe of these satellite systems fepresent junction areas betwéen
system components that PWR owns and does not own. A primary obligation of PWR is

to maintain the integrity of the Alpine system and we are committed to increasing its

efficiency and improving the integrity of its collection system. To discharge this

5
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obligation we have undertaken, and are in the middle of, a multi-million dollar progfaﬁ
tfo Video,_ clean, and repair the Alpine collection system. We have learned that a large
number of the SSOs experienced by thé Alpine sy'stem prior to our ownership of it were
ﬁe result of the lack of maintenance in these satellite systems. Therefore, in order to
bring the Alpine collection system into compliance, PWR is required to not only clean,
repair, and video the trunk and feeder lines that we own, but to insure thaf the satellite
systems that feed into the Alpine collection system are constructed and maintained to our
standards and in accordance with the regulations of thé South Carolina Department of
Health and Environmental Control. As it relétes to the presence of grease in the Alpine

syétem and the occurrence of SSOs throughout the Alpine service area, cleaning and

e —— .

ggepairihg the system that we own loses its benefit if we cannot control the satellite

systems that we do not own. ' Without control of the grease or blockages occurring in
e,

these satellite systems, PWR will be forced to clean its own lines again and more
o SACTIC SySOT

frequently than it would otherwise on an ongping basis. W will
be Iﬁgs;e_c}—gl_%_g@g@ rates. Similarly, where a satellite system is not properly
constructed and maintained, this results in excessive inflow and infiltration, or “I&L,”
which leads to increased transportation and treatment costs that are also passed along to

customers in rates. Both short-term and long-term solutions are needed to address this

problem,

WHAT IS THE COMPANY’S PROPOSAL WITH RESPECT TO THE

SATELITE SYSTEMS CONNECTED TO THE ALPINE SYSTEM?

6
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Asa corporate partner, we are)committed to keeping the environment

safe for all stakeholders by limiting %SL)_’S in the Alpine service area to the extent

possible. As a(responsible )public utility, we are committed to reducing the costs of

maintaining and operating the Alpine system that our customers have to bear. Therefore,

in the short term we will continue to clean, repair, and video the satellite systems that
feed into our own trunk line when and if we deem it necessary to maintain our system’s

integrity. We seek to recoverin-this-x e costs we have incurred in doing so. Tol

\.I\
ggﬁ
address the issue on a long term basis, we have also requested in this proceedmg that the w\
. - A2
Commission approve language the express authority to require owners of W
= .i(\{g\uh"' 2z

satellite systems to either video, clean, and repair their systems to the same regulatory \6000

standards we must adhere to as required by DHEC or to reimburse the Company if ‘it ﬁy’%
—_— T T

undertakes to do.the work when the satellite system owners fail to discharge their % w\ecj.
\

responsibility} Unfortunately, servwe ternunatlon is not an option in this circumstance VY
ﬁ 0

l

due to the fact innocerit customers would be adversely affected

X{x}, L \‘\)W

h\\( tZ)“‘N& \)(\r (\/\()S
HOW DID PWR ACCOUNT FOR UNDERGROUND COSTS, SUCH AS
CLEANING AND VIDEOING THE COLLECTION SYSTEM.

The Uniform System of Accounts for Class A Wastewater Utilitiés as outlined by
the National Association of Regulatory Utility Commissioners (NARUC) requires certain
costs, including the cleaning and videoing of collection'lines, be accounted for as routine
maintenance expenses in account 736.2 Contractual Services —Other Collection Expenses

- Maintenance. However, because of the circumstances, we accounted for them in a

7
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slightly different manner. Under the MOU, PWR is committed to video, clean, and repair

over 1'72,000' feet of wastewater collection system within a five year period. That

.commitment represents a financial obligation to perform underground work estimated to

cost over $4 million. From a regulatory perspective, those costs do not represent either
capital items as prescribed by the NARUC chart of accounts, or period costs that

reasonably should be expected to.be incurred at the same level past the five year périod of

the MOU. In lieu of expensing those costs on an annual basis, PWR has elected to -

| capitalize those costs in account 186.2 Regulatory Assets and amortize them over five

years. We believe that our accounting treatment is consistent with the position taken by
other commissions for similar costs. Further, we believe that the proposed treatment of
these costs allows Alpine to recover such costs over a reasonable period without the

customer incurring an unreasonable increase in rates,

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.

2853
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7067 25 pu
THE PUBLIC SERVICE COMMISSION OF 0CT 25 py 5
SOUTH CAROLINA ' -F:(m_\f;f;\;
R R T

DOCKET NO. 2012-94-S

Application of Palmetto Wastewater DIRECT TESTIMONY
Reclamation LLC d/b/a Alpine Utilities OF
for adjustment of rates and charges DONALD H. BURKETT

for, and modification to certain terms
and conditions related to
the provision of sewer service.

\/vvvvvvvvk

Q.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Donald H. Burkett. My principal place of business is 3101

Sunset Boulevard, West Columbia, South Carolina 29171.

WHERE ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am employed as the Executive Vice President of Burkett Burkett &

Burkett Certified Public Accountants, P.A. where I have worked since 1976.

WHAT IS YOUR EDUCATIONAL BACKGROUND AND TRAINING
AND WORK EXPERIENCE?
I graduated in 1974 from the University of Southi Carolina with a Bachelor

of Science Degree in Accounting. [ am a CPA li¢ensed to practice accounting in

South Carolina and a member of the American Tnstitute of Certified Public

Accountants. From 1974 until 1976, 1 worked for'a regional CPA firm before

A
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founding Burkett Burkett & Burkett Certified Public Accountants, P.A. in 1976. 1
am a iaast President of the South Ca.rblina Association of Certified Public
Accountants. I currently serve as Chairman of the South Carolina Board of
Accountancy, which regulates the licensure and practice of accounting in the State
of South Carolina. I have been involved with auditing, tax return preparation,
financial services, and advisory services for my entire career for a variety of

clients, including regulated utilities.

WHAT ARE YOUR JOB RESPONSIBLITIES IN YOUR CURRENT
POSITION? |

As Executive Vice President of Burkett Burkett‘& Burkett Certified Public
Accountants, P.A. I am responsible for coordinating the day—to-day' activities of

approximately 15 professional employees.

’HAVE. YOU PREVIOUSLY TESTIFIED BEFORE THE PUBLIC
SERVICE COMMISSION OF SOUTH CAROLINA? |

Yes. My recent testimonial history is attached hereto as Exhibit DHB~1.

- As noted therein, I have testified ’before the Commission on behalf of the

kpplicant in the most recent rate relief proceedings involving the Alpine Utilities

P

system, which is now owned by Palmetto Wastewater Reclamation LLC, or
T

“PWR?, which is the applicant in this proceeding,

NS P/(,\/f AN NS |

| 20 b4
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WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to support the application for rate relief of
PWR, which I will also refer to from time to time in my testimony as the
‘Company’, by addressing ité proposed allocation of corporate overhead costs from

its upstream ownership entities for ratemaking purposes.

WHAT CORPORATE OVERHEAD COSTS ARE PROPOSED TO BE
ALLOCATED TO THE COMPANY ? | |

The costs comprising the proposed corporate overhead allocation include
staff salari‘es, payroll taxes, benefits, audit, tax return preparation, directors fees
and expenses, sponsor monitor fées, contract services, travel, legal services, office

costs, insurance, and communications.

DO YOU BELIEVE THE ALLOCATION OF CORPORATE OVERHEAD

PROPOSED BY PWR IN THIS PROCEEDING IS PROPER?

Yes. PWR is owned by Ni South Carolina LLC, which is in turn owned
by Ni America Capital Management LL.C. Ni America Capital Management

LLC, through various subsidiary entities, owns seven utility S}?stems operating in
South Carolina, Florida and Texas, all of which receive services from it and from
its operating service subsidiary, Ni America Operating LLC. The costs of Ni
America Capital Managément LLC and Ni America Operating LLC, are

prdperly includable in the costs of these downstream utilities if they are

o 35
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consistently allocated. The customers of the utilities benefit from receiving the
expertise, the management, tax, and accounting services, and the corporate
governance whioh the upstream entities provido, but bear only a share (or
allocation) of the costs associated with providing these resources. This savos

customers from bearing in rates 100% of the costs of a separate, full time staff and

.

other resources and expenses incurred in the management of PWR, which they

would have to do if PWR maintained a separate, full time staff to discharge these

functions. These overhead costs are necessary for any well run utility and when -

shared through corporate overhead allocations, it results in economles of scale and

a savings to the customers. K/o‘\)é CU St s QM" 2 (G /0

ra2te ¢ vdlSL 2

'YOU MENTIONED YOUR INVOLVEMENT AS A WITNESS IN THE

LAST RATE RELIEF PROCEEDING INVOLVING THE ALPINE
SYSTEM; IS THE ALLOCATION OF COSTS THAT IS SOUGHT BY
PWR IN THIS CASE THE SAME TYPE OF ‘ALLOCATION THAT WAS
ACCEPTED IN THAT CASE?

No, but the principle behind the allooa;tion in each instance is similar. In
the previous rate case, some expenses such as .managoment salaries, rental, and
shared equipment were allocated betwoen' Alpine Utilities, ]'_nc and its affiliate,
Woodland Utilities Inc., which were under common ownership and control, but
not in a parent-subsidiary relationship. That allocation reflected the sharing of
certain expenses botweeh two operating entities and an appropriate assignation of

costs to each. Customers benefitted from that allocation as it avoided the
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duplication of costs for each entity. In this case, the allocation is between an
operating utility entity and upstream entities providiﬁg sérvices thaf are no longer
required to be incurred at the operating level and can be incurred more
economically at the upstream company level as it involves incurfing costs for

multiple operating utility entities subject to economies of scale.'

ARE UTILITY HOLDING AND SERVICE COMPANY STRUCTURES

AND ASSOCIATED COST ALLOCATIONS COMMON IN SOUTH
CAROLINA?

Yes. There are a number of regulated utilities operating in this State
which are owned by holding con'lpanies which also own service companies and

whose costs are allocated to their downstream entities for ratemaking purposes.

'And this is something that South Carolina shares in common with many

jurisdictions.

IS IT YOUR OPINION THAT THE UTILITY HOLDING AND SERVICE

COMPANY STRUCTURE AND THE ASSOCIATED COST
ALLOCATIONS TO THE OPERATING UTILITIES THEY OWN OR
SERVE IS CONSISTENT WITH THE PUBLIC INTEREST?

Yes, that is my opinion. Customers benefit from the utility holding

company and service cbmpany structure because it enables utilities to provide

their services at a lower overall cost than would otherwise have to be incurred and
= T

' W& Also, it helps to insure the financial viability of operating
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utilities and promotes economic development in the state by attracting necessary
capital for utility infrastructure that holding companies can obtain and provide to

downstream entities at a lower cost than they would incur if they sought capital on

~ their own. Further, because of the ubiquitous nature of utility holding and service

company arrangéments in this country, economic development is served by the
recognition of such cost allqéations. If utility holding aﬁd service companies are
not ailowed to reqovér their costs appfopriately incurrea in support of their
downstream entities in South Carolina, they will not invest in South Carolina and
utility systems, such as thg PWR Alpine system, Will lack adequate capital needed
to improve aging facilities. Wﬁeﬁ capital investment is lessened, the economic
benefits which are associated with it, including jobs and tax revenue, are also
lessened. Thus, fecognition of valid corporate overhead allocations for utilities in

South Carolina promotes economic development.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes. It does.




Exhibit DHB-1

. Alpine Utilities Rate Case; SCPSC Docket No. 2008-190—8

. Woodland Utilities, Inc. Adjustment of Rates and Charges; Docket
‘No. 2007-61-S — Order No. 2007-473 '

. Goaf Island Water and Sewer Co., Inc. Increase in Rates and Charges;

Docket No. 2008-142-W/S
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